Introduction
Foreign direct investment (FDI) significantly contributes to the development of developing countries. It facilitates the transfer of new production technology, creates employment opportunities and strengthens the competitiveness of industries in host countries. Low-cost production resources and new markets give incentives to multinational enterprises (MNEs) to invest in developing countries.
The Chinese economic reforms successfully attracted large FDI during the 1990s. According to the Japan-China Investment Promotion Organization ( JCIPO) in Japan, the cumulative sum from 1979 to 2002 was about US$424,000 in number and US$4.5 billion in value actually used. In This chapter contributes to our understanding of the present economic environment in China by considering issues of foreign affiliates. It gives valuable information not only for foreign investors to decide their FDI strategy in China, but on the appropriate policies or necessary reforms that the Chinese government must take to sustain a further economic development.
We use survey data published by JCIPO Japan, which conducts a biannual survey on Japanese affiliates in China since 1990. The questionnaires include various market and institutional conditions, and provide a unique opportunity to investigate the business environment of the Japanese affiliates in China. Although the survey data might be subject to sampling biases and are limited to Japanese affiliates, it is still helpful to understand issues of the business environment surrounding foreign affiliates in China.
To my knowledge, there are only a few empirical studies on foreign affiliates in China with firm-level data. One reason is the limited availability of firm-level data and the other is that a certain passage of time is necessary to evaluate firms' performance and identify their problems. Since FDI surged into China in the mid-1990s, it is only recently that empirical studies at the firm level have been possible. Beamish and Jiang (2002) empirically investigated determinants of profitability of the Japanese affiliates in China during the period 1983-99. They found that the Japanese affiliates' profitability rose when Japanese ownership was low, the affiliates' size large and the timing of entry earlier. They used information from Japanese Investment Overseas (Toyo Keizai Inc.). The advantage of their dataset is its wide coverage of affiliates in China, amounting to more than 3,000 firms. It includes the Japanese parent firms' shares of equity, the number of employees of affiliates, the number of Japanese expatriates and the sales of affiliates. As for profitability, it records only a three-point scale for answers by managers: loss, break-even and gain. In contrast, the dataset used in this chapter includes a wide range of questions and can be used to investigate firms' behaviour in more detail. It thus contributes to the existing literature by providing a complementary analysis.
There are three main findings in this chapter. First, foreign affiliates face fierce competition with local products. Secondly, local procurement of goodquality intermediate goods is a key to surviving the competition in China. Finally, the deregulation by the Chinese government permits foreign affiliates to choose distributional channels. Affiliates thus circumvent credit recovery problems by choosing reliable wholesalers or retailers. The underdevelopment of the distribution channels and the credit recovery problem still remain.
The plan of this chapter is as follows. In Section 2, we briefly discuss the characteristics of FDI into China and argue that studies on the Japanese affiliates may have implication to other foreign affiliates of non-Chinese origin. In Section 3, we identify issues concerning Japanese affiliates in China, based on survey data. We closely look at problems of credit recovery and distribution in Section 4 and at market competition and local procurement in Section 5. In Section 6, we consider problems of FDI policies in China that burden Japanese affiliates. In Section 7, we briefly discuss the future trends of the Chinese economic reforms. Section 8 gives some concluding remarks.
Background
The major foreign investors in China are from Hong Kong and Taiwan (around 64 per cent of cumulative FDI cases and 54 per cent of cumulative
